Michigan Deptartment of Treasury
496 (2-04)

Auditing Procedures Report

Issued under P.A. 2 of 1968, as amended.

Local Government Type Local Government Name County
[lcity []Township [vilage [v]other | Ontwa Township-Edwardsburq Police Departm | Cass
Audit Date Opinion Date Date Accountant Report Submitted to State:

3/31/03 5/28/04 9/28/04

We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in
accordance with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan Department of Treasury.

We affirm that:

1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised.

2. We are certified public accountants registered to practice in Michigan.

We further affirm the following. "Yes" responses have been disclosed in the financial statements, including the notes, or in the report of
comments and recommendations

You must check the applicable box for each item below.

[ []Yes
[ ]Yes

Yes

[ ]Yes

[ ]Yes

[ ]Yes

[ []Yes
|:| Yes

[v] No
[v] No

[ ]No

[v] No

[v] No

[v] No

[v] No

No

1.

Certain component units/funds/agencies of the local unit are excluded from the financial statements.

There are accumulated deficits in one or more of this unit's unreserved fund balances/retained earnings (P.A.
275 of 1980).

There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as
amended).

The local unit has violated the conditions of either an order issued under the Municipal Finance Act or its
requirements, or an order issued under the Emergency Municipal Loan Act.

The local unit holds deposits/investments which do not comply with statutory requirements. (P.A. 20 of 1943,
as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).

The local unit has been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund current year earned
pension benefits (normal costs) in the current year. If the plan is more than 100% funded and the overfunding

credits are more than the normal cost requirement, no contributions are due (paid during the year).

The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
(MCL 129.241).

|:|Yes No 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).
To Be Not
We have enclosed the following: Enclosed Forwarded Required
The letter of comments and recommendations. /
Reports on individual federal financial assistance programs (program audits). /
Single Audit Reports (ASLGU). /
Certified Public Accountant (Firm Name)
Sieafried Crandall PC
Street Address City State ZIP
246 East Kilgore Road Kalamazoo Mi 49002-5599
Accountant Signature Date
ofaied, &M Ae 9/29/04
70 *




Michigan Deptartment of Treasury
496 (2-04)

Auditing Procedures Report

Issued under P.A. 2 of 1968, as amended.

Local Government Type Local Government Name County
[lcity []Township [vilage [v]other | Ontwa Township-Edwardsburq Police Departm | Cass
Audit Date Opinion Date Date Accountant Report Submitted to State:

3/31/02 5/28/04 9/28/04

We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in
accordance with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan Department of Treasury.

We affirm that:

1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised.

2. We are certified public accountants registered to practice in Michigan.

We further affirm the following. "Yes" responses have been disclosed in the financial statements, including the notes, or in the report of
comments and recommendations

You must check the applicable box for each item below.

[ []Yes
[ ]Yes

Yes

[ ]Yes

[ ]Yes

[ ]Yes

[ []Yes
|:| Yes

[v] No
[v] No

[ ]No

[v] No

[v] No

[v] No

[v] No

No

1.

Certain component units/funds/agencies of the local unit are excluded from the financial statements.

There are accumulated deficits in one or more of this unit's unreserved fund balances/retained earnings (P.A.
275 of 1980).

There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as
amended).

The local unit has violated the conditions of either an order issued under the Municipal Finance Act or its
requirements, or an order issued under the Emergency Municipal Loan Act.

The local unit holds deposits/investments which do not comply with statutory requirements. (P.A. 20 of 1943,
as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).

The local unit has been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund current year earned
pension benefits (normal costs) in the current year. If the plan is more than 100% funded and the overfunding

credits are more than the normal cost requirement, no contributions are due (paid during the year).

The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
(MCL 129.241).

|:|Yes No 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).
To Be Not
We have enclosed the following: Enclosed Forwarded Required
The letter of comments and recommendations. /
Reports on individual federal financial assistance programs (program audits). /
Single Audit Reports (ASLGU). /
Certified Public Accountant (Firm Name)
Sieafried Crandall PC
Street Address City State ZIP
246 East Kilgore Road Kalamazoo Mi 49002-5599
Accountant Signature Date
ofaied, &M Ae 9/29/04
70 *
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INDEPENDENT AUDITORS' REPORT

Members of the Board
Ontwa Township-Edwardsburg Police Department

We have audited the accompanying general purpose financial statements of the Ontwa
Township-Edwardsburg Police Department as of March 31, 2003 and 2002, and for the years
then ended. These general purpose financial statements are the responsibility of the Police
Department's management. Our responsibility is to express an opinion on these general
purpose financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the general purpose financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the general purpose financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall general purpose financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the general purpose financial statements referred to in the first paragraph
present fairly, in all material respects, the financial position of the Ontwa Township-
Edwardsburg Police Department as of March 31, 2003 and 2002, and the results of its
operations for the years then ended in conformity with U.S. generally accepted accounting
principles.

24 &M/’.c.

May 28, 2004
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Ontwa Township-Edwardsburg Police Department

COMBINED BALANCE SHEET - Operating Fund and Account Groups

March 31, 2003 and 2002

ASSETS

Cash

Property taxes receivable

Due from governmental units

Prepaid expenses

Fixed assets

Amount to be provided for
retirement of general
long-term debt

TOTAL ASSETS

LIABILITIES AND FUND EQUITY
Liabilities:
Accounts payable
Accrued expenses
Notes payable
Deferred revenue

Total liabilities
Fund equity:
Investment in fixed assets
Unreserved

Total fund equity

TOTAL LIABILITIES
AND FUND EQUITY

2003
Account groups:

General General Totals
Operating fixed long-term (memorandum

Fund assets debt only)
$ 256,233 $ - $ - $ 256,233
21,468 - - 21,468
11,412 - - 11,412
7,140 - - 7,140
- 141,386 - 141,386
- - 20,422 20,422
$ 296,253 $ 141386 $ 20,422 $ 458,061
$ 2580 $ - $ - $ 2,580
15,484 - 5,650 21,134
. - 14,772 14,772
21,468 - - 21,468
39,532 - 20,422 59,954
- 141,386 - 141,386
256,721 - - 256,721
256,721 141,386 - 398,107
$ 296,253 $ 141,386 $ 20,422 $ 458,061




2002

Account groups:

General General Totals
Operating fixed long-term (memorandum
Fund assets debt only)
$ 258,624 $ - $ - $ 258,624
23,050 - - 23,050
1,945 - - 1,945
8,046 - - 8,046
- 127,989 - 127,989
- - 15,421 15,421
$ 291,665 $ 127,989 $ 15421 $ 435,075
$ 2,285 $ - $ - $ 2,285
15,057 - 5,142 20,199
- - 10,279 10,279
23,050 - - 23,050
40,392 - 15,421 55,813
- 127,989 - 127,989
251,273 - - 251,273
251,273 127,989 - 379,262
$ 291,665 $ 127,989 $ 15421 $ 435,075

See notes to financial statements
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Ontwa Township-Edwardsburg Police Department

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCE - BUDGET AND ACTUAL -Operating Fund

Years ended March 31, 2003 and 2002

2003
Variance
favorable
Budget Actual (unfavorable)
REVENUES
Property taxes $ 259,524 $ 274,943 $ 15,419
Local unit support 212,000 212,000 -
Federal grants 1,425 1,993 568
State grants 4,000 4,094 94
Charges for services 5,600 14,566 8,966
Fines and forfeitures 8,000 5,826 (2,174)
Interest 3,500 2,480 (1,020)
Other 3,450 4,450 1,000
Total revenues 497,499 520,352 22,853
EXPENDITURES
Public safety:
Personnel costs:
Salaries and wages 291,922 316,509 (24,587)
Health and life insurance 82,657 75,985 6,672
Payroll taxes 26,350 29,122 (2,772)
Pension 11,200 4,350 6,850
Training and other 8,959 5,052 3,907
Communication 21,000 15,764 5,236
Vehicle operation 17,650 14,217 3,433
Insurance 15,104 12,204 2,900
Office costs 5,800 5,573 227
Operating supplies 500 5,539 (5,039)
Legal and audit 6,600 4,507 2,093
Total public safety 487,742 488,822 (1,080)
Capital outlay 8,350 10,424 (2,074)
Debt service - principal 16,000 14,887 1,113
Debt service - interest 1,000 771 229
Total expenditures 513,092 514,904 (1,812)

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES $ (15593) $ 5,448 $ 21,041




2002

Variance

favorable
Budget Actual (unfavorable)
$ 244911 $ 260,654 $ 15,743

240,000 240,000 -
1,600 754 (846)
4,000 6,269 2,269
3,919 6,569 2,650
10,000 8,921 (1,079)
4,100 5,515 1,415
2,500 1,650 (850)
511,030 530,332 19,302
284,901 295,300 (10,399)
90,768 77,192 13,576
24,856 26,328 1,472)
11,200 5,200 6,000
11,700 7,794 3,906
19,500 22,399 (2,899)
30,800 16,144 14,656
7,250 11,316 (4,066)
12,084 9,703 2,381
6,000 5,521 479
1,000 1,897 (897)
500,059 478,794 21,265
3,500 2,095 1,405
20,265 23,658 (3,393)
1,146 1,338 (192)
524,970 505,885 19,085
$ (13,940) $ 24,447 $ 38,387

See notes to financial statements
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Ontwa Township-Edwardsburg Police Department

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCE - BUDGET AND ACTUAL -Operating Fund (Continued)

Years ended March 31, 2003 and 2002

2003
Variance
favorable
Budget Actual (unfavorable)
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES (from page 5) $ (15593) $ 5,448 $ 21,041
FUND BALANCE - BEGINNING OF YEAR 251,273 251,273 -

FUND BALANCE - END OF YEAR $ 235,680 $ 256,721 $ 21,041




2002

Variance
favorable
Budget Actual (unfavorable)

$ (13,940) $ 24,447 $ 38,387

226,826 226,826 -

$ 212,886 $ 251,273 $ 38,387

See notes to financial statements
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Ontwa Township-Edwardsburg Police Department
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accounting policies of the Ontwa Township-Edwardsburg Police Department (Police
Department) conform to U.S. generally accepted accounting principles (hereinafter referred to
as generally accepted accounting principles) as applicable to governments. The following is a
summary of the more significant policies:

a) Reporting entity:

In accordance with generally accepted accounting principles and Governmental Accounting
Standards Board (GASB) Statement No. 14, The Financial Reporting Entity, these financial
statements present the Police Department. The criteria established by the GASB for
determining the reporting entity includes oversight responsibility, fiscal dependency, and
whether the financial statements would be misleading if data were not included. Based upon
the application of these criteria, there are no other entities for which the Police Department
exercises oversight responsibility.

Costs of operations and capital expenditures are primarily supported by property taxes and
contractual support from the Township of Ontwa and the Village of Edwardsburg.

b) Basis of presentation:

The accounts of the Police Department are organized on the basis of an operating fund and
account groups, each of which is considered a separate accounting entity. The operation of
the fund is accounted for with a separate set of self-balancing accounts that comprise its
assets, liabilities, fund equity, revenue, and expenditures. The fund and account groups are
described as follows:

i) Operating fund:
This fund is the general operating fund of the Police Department. It is used to account
for all financial resources.

i) Account groups:
General fixed asset account group - this account group represents the balance of the
Police Department’s investment in fixed assets used in operations.

General long-term debt account group - this account group represents the balance of
general obligation long-term debt, which is not recorded in proprietary funds.

c) Basis of accounting:

Basis of accounting refers to when revenue and expenditures are recognized in the accounts
and reported in the financial statements. The Operating Fund is reported using the current
financial resources measurement focus and the modified basis of accounting.

-7-



Ontwa Township-Edwardsburg Police Department
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

¢) Basis of accounting (continued):

Property taxes are recognized as revenues in the year for which they are levied. All other
revenues are recognized as soon as they are both measurable and available. Revenues are
considered available when they are collectible within the current period or soon enough
thereafter to lay liabilities of the current period. For this purpose, the Police Department
considers revenues to be available if they are collected within 60 days of the end of the
current period. Expenditures generally are recorded when a liability is incurred, as under
accrual accounting. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when payment is due.

d) Budgets and budgetary accounting:

The Police Department follows the procedures in establishing the budgetary data reflected in
the financial statements in accordance with the Uniform Budgeting and Accounting Act (Act
No. 621, Public Acts of 1978), as prescribed by the State of Michigan. The budget is adopted
at the activity level and is consistent with generally accepted accounting principles.

NOTE 2 - CASH:

At March 31, 2003 and 2002, the Police Department has deposits with a carrying amount of
$256,233 and $258,624, respectively, and, a corresponding bank balance of $267,692 and
$277,692, respectively. Of the corresponding bank balance at March 31, 2003 and 2002,
$15,799 and $142,150, respectively, is covered by federal depository insurance, and,
$251,893 and $135,542, respectively, is uninsured.

NOTE 3 - PROPERTY TAXES:

Property taxes are recognized in the year for which taxes have been levied and become
available. The Police Department property tax is levied on each December 1 on the taxable
valuation of property (as defined by State statutes) located in the Township of Ontwa as of
December 31 of the preceding year. The billings are due on February 14, with a final
collection date of February 28 (29 in 2004), before they are added to the County delinquent
tax roll. The Police Department considers property taxes levied December 1, 2002 and
2001, to be revenues of the year ended March 31, 2003 and 2002, respectively.



Ontwa Township-Edwardsburg Police Department
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 4 - FIXED ASSETS:
The following is a summary of fixed asset transactions:

Year ended March 31, 2003

Beginning Ending

balance Increases Decreases balance

Vehicles $ 58,625 $18,877 $(14,406) $ 63,096
Equipment 62,002 10,927 (2,001) 70,928
Furniture and fixtures 7,362 - - 7,362
$127.989 $29,804 $(16,407) $141.386

Year ended March 31, 2002

Beginning Ending

balance Increases Decreases balance

Vehicles $ 50,661 $22,370 $(14,406) $ 58,625
Equipment 62,002 - - 62,002
Furniture and fixtures 7,362 - - 7,362
$120,025 $22,370 $(14.406 $127.989

Increases of $19,380 and $20,275 in 2003 and 2002, respectively, were attributable to seller
financing, which did not result in the recognition of other financing sources and an equal
amount of capital outlays in the accompanying statement of revenues, expenditures and
changes in fund balance.

NOTE 5 - LONG-TERM DEBT:

At March 31, 2003 and 2002, long-term debt is comprised of the following:

2003 2002

Notes payable:
$20,275 Vehicle purchase note; quarterly
installments of $2,680 through February
2003; interest at 6.25%

$ - $10,279
$17,776 Vehicle purchase note; quarterly
installments of $2,469 through September
2004; interest at 13.89% 13,168 -



Ontwa Township-Edwardsburg Police Department
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 5 - LONG-TERM DEBT (Continued):
Notes payable (continued):
$1,604 Equipment purchase note; quarterly
installments of $240 through January 2005;
interest at 17.30%
Total notes payable
Accumulated compensated absences

Total long-term debt

The following is a summary of long-term debt transactions:

Balance, beginning of year
Change in compensated absences
Borrowings

Repayments

Balance, end of year

2003

2003

$ 15,421
508
19,380

(14,887)
$.20,422

2002

2002

$ 18,366
437
20,275
(23,657)

$.15.421

The annual requirements to amortize all debt outstanding (except for accumulated
compensated absences), as of March 31, 2003, including interest of $1,959 are as follows:

Year ending
March 31
2004 $10,595
2005 6,136
Total $16,731

NOTE 6 - PENSION PLAN:

The Police Department maintains a defined contribution pension for all full-time employees.
Pension expense for the year ended March 31, 2003 and 2002, was 4,350 and $5,200,
respectively. The Police Department is neither a trustee nor administrator of the plan and,
accordingly, the plan is not includable in these financial statements.
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Ontwa Township-Edwardsburg Police Department
NOTES TO FINANCIAL STATEMENTS (Continued)

NOTE 7 - RISK MANAGEMENT:

The Police Department is exposed to various risks of loss to general liability, property and
casualty, and workers’ compensation. The risks of loss arising from general liability, building
contents, workers’ compensation, and casualty are managed through purchased commercial
insurance.

NOTE 8 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY:

State statutes provide that a local unit shall not incur expenditures In excess of the amount
appropriated. As shown in the accompanying financial statements, the Police Department
incurred, on an activity basis, expenditures in excess of amounts budgeted. Amounts in
excess of the budget were funded from available fund balance.

NOTE 9 - PRIOR PERIOD ADJUSTMENT:
In 2002, the Police Department recorded a prior period adjustment to the opening fund
balance (as of April 1, 2001) of the Operating Fund to correct the method of accounting for

certain assets and liabilities, is as follows:

Fund balance, at April 1, 2001

As previously reported $252,949

Understatement of assets 5,941
Understatement of:

Expenditure liabilities (9,067)

Deferred revenue (22,997)

Total adjustments (26,123)

As restated $226,826

Additionally, an adjustment was made as of April 1, 2001, to increase the liabilities and
corresponding debit of the general long-term debt group by $4,675, for the unrecorded
liability for compensated absences. This adjustment had no effect on the fund balance of the
Operating Fund.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL RELATED
MATTERS NOTED IN A FINANCIAL STATEMENT AUDIT

Members of the Board
Ontwa Township-Edwardsburg Police Department

In planning and performing our audit of the general purpose financial statements of the
Ontwa Township-Edwardsburg Police Department for the years ended March 31, 2003 and
2002, we considered its internal control in order to determine our auditing procedures for the
purpose of expressing our opinion on the general purpose financial statements and not to
provide assurance on the internal control. However, we noted certain matters involving the
internal control and its operation that we consider to be reportable conditions under
standards established by the American Institute of Certified Public Accountants. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the
design or operation of the internal control that, in our judgment, could adversely affect the
Police Department’s ability to initiate, record, process, and report financial data consistent
with the assertions of management in the general purpose financial statements. These
matters are set forth in the accompanying schedule.

This report is intended solely for the information and use of the Board of the Police

Department and the Michigan Department of Treasury and is not intended to be and should
not be used by anyone other than these specified parties.

M&“M Ae.

May 28, 2004




Ontwa Township-Edwardsburg Police Department
COMMENTS AND RECOMMENDATIONS

Recordkeeping

Policies and procedures to assure the physical safekeeping of financial records were not effective.

o Certain bank statements, cancelled checks, vendor invoices, payroll summary, and pay check stubs
could not be located. Original documents such as these are kept unbound in a “month” folder, which is
handled by several individuals. There is no process to account for the completeness of the information
that is placed in the folder.

e Time reports are not maintained in an orderly manner.

Policies and procedures to assure the establishment and maintenance of detail records that support
amounts reported as fixed assets were not effective.

e Aninventory of fixed assets used in operations has not been maintained.
Budget amendments

Policies and procedures to assure compliance with state statutes governing the budget development and
monitoring process were not effective.

e The budget was not amended to reflect the actual available beginning of year fund balance. The
budget was not amended for the impact of spending overruns.

Pension contribution

Policies and procedures to assure compliance with the pension provisions of the employment contracts
were not effective.

e The employment contract calls for matching employer contributions to be made as soon as
possible. For the year ended March 31, 2002, certain employer match contributions have not yet
been made.

e The employment contract limits the employer match amount to $1,500. For the year ended
March 31, 2003, the employer match exceeded the limit for one individual.

Classification of payments to employees
Policies and procedures to assure W-2 wages include all compensation payments were not effective.

o Certain payments to employees (in lieu of employer-paid health insurance premiums or for custodial
services) that are considered compensation under IRS rules were excluded from taxable wages.



Ontwa Township-Edwardsburg Police Department
COMMENTS AND RECOMMENDATIONS (Continued)

Employment agreements

Policies and procedures to assure that written employment agreements or memorandums of
understanding for the Police Chief and the bookkeeper are in place were not effective.

¢ Interim period and year-end responsibilities of the bookkeeper are not in writing.
o Terms of the Police Chief's compensation are subject to interpretation.
Checking account

Policies and procedures to assure that differences between the book and bank balances of the
checking account are cleared on a timely basis were not effective.

e The bank reconciliation includes items dating from May 1999, including outstanding payroll checks
from September 2000 and August 2002. These items were cleared after March 2003.

Financial reporting

Policies and procedures to assure that the accounting package reports revenue and expenditure
activity of the current period were not effective.

o The Police Department follows the practice of closing revenue and expenditure account histories
after the annual audit is done. As the audit for 2002 was not done timely, revenue and expenditure
account balances as of March 31, 2003, included two years of activity. We recommend that
revenue and expense balances be closed into fund balance annually, regardless of when an audit
is scheduled.

Property tax revenue

Policies and procedures to assure that property tax revenues are reported in the proper accounting
period were not effective.

e The Police Department has received conflicting advice regarding when to recognize property tax
revenues (and the corresponding asset). The guidance that is applicable to all units of government,
including special districts and authorities, is as follows. Property taxes may not be recognized as
revenue before the period for which it is levied. Also, property taxes must be due within the fiscal
year to qualify as revenue of that period. Because the levy date (December 1) and due date
(February 15) fall within the fiscal year, property taxes levied in December are revenues of the year
ending March 31. To the extent property taxes are received within 60 days of year end, such
amounts are reported as revenue in the year levied.

Compensated absences

Policies and procedures to assure that there is adequate monitoring of compensated absences earned
and taken by the employees are not in place.

e The Police Chief prepares and maintains the records surrounding compensated absences for all
employees, including the Chief. The Board should implement some form of periodic monitoring of
the processing and reporting of available unpaid compensation hours.



Ontwa Township-Edwardsburg Police Department
COMMENTS AND RECOMMENDATIONS (Continued)

Gasoline usage
Policies and procedures to assure that there is adequate monitoring of gasoline usage is not in place.

Individual vehicle gasoline purchases are not compared against miles driven. The Board should
implement some form of periodic monitoring of suc
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